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KEY ECONOMIC INDICATORS: HALAYSIA 























All values in million U.S. $ Lxchange rate as of Oct. 30, 
unless otherwise stated. 1972 =. 0.S.. 31.00 = $2.47520 
< ee ee a = ee ee 
Raha em ee a hee 
INCOME, PRODUCTION, LIiPLOYIENT 
GNP at Current Prices 4,246 4,419 n.a,. 4.1 
ae eee. Sos hUhUmUCCCtC—~<‘(C;C;D;”:C;Stt re 
Prices 337 391 n.a. 1.0 
Private Gross Capital ea a roe ye eee 
Formation 483 481 n.a. -0.4 
Public Gross Capital oe Ne ee 
Formation 270 _ 310 n.a. 14.8 





Overall Industrial Pro- 
duction Index 
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lioney Supply 732..7 a8 7es,.08 5/ # £.2 
Federal Govt. Debt 1,823.1 2,210.4 2,302.0 6/ 18.9 

External Debt 270.3 7 tet SUese Bs 28,5 
Commercial Bank Minimum 

Advanced Rates, General Se a | ee 
Retail Price Index 

(1959 = 100) 2/ agen 18 4s 
BALANCE OF PAYiENTS AND TRADE 

Gold and Foreign Exchange 733.1 828.3 795.2 5/— 4.1 
Net External Reserves  Saeee 1.008,0  L.06s.t as 3D 
Balance of Payments _+ 21.01 + 45.06 - 39.24 4/ 5/ -- 
Balance of Trade 2/ _+304.9 4224.4 + 51.96 7/  -53.3 
Exports, FOB 2/ 1,875.9 1,819.8 693.0 2/ a: 
U.S. Share 2/ oe eee Cee ee | hth 
Imports, CIF 2/ 8/ 1,571.0 1,595.4 641.0 f-— 4 2 
U.S. Share 2/ 8/ ee 2. Oise 3 





Value of principal imports from U.S. January - June 1972; 
Machinery and transport equipment,$16.68 million; Chemicals, $6.98 
million; Beverages and tobacco, $4.58 million; Manufactured goods, 
$4.22 million; Miscellaneous manufactured articles, $2.65 million; 
Food, $1.85 million. 2/ 


NOTES: 


1. 


As complete statistics for the first half of 1972 are not 
yet available, all figures in this column are cumulative 
through the latest month available with footnotes to specify 
the period covered. The percent change in the next column is 
for the same cumulative portion, 

West Malaysia only. 

Through May 1972 

Estimated 

April 1972 

March 1972 

Through June 1972 


Exeludes aircraft and military weapons imported by the 
idalaysian Government. 








SUMMARY 


Malaysia's economic performance in the first half of 1972 was 
dampened by continuing depressed prices for most of the country's 
major export commodities. These lower prices and an increase in 
import costs caused Malaysia's trade surplus to deteriorate to less 
than half of what it was during the first six months of 1971. Re- 
tail prices rose partly as a result of the increased cost of im- 
ported items. Government expenditure remained high and this con- 
tributed to a rise in the liquidity of the private sector. The 
Central Bank, concerned that this state of liquidity could develop 
into a source of monetary instability, raised the statutory reserve 
for commercial banks. In addition to absorbing funds from the fi- 
nancial community, the Central Bank hoped this move would encourage 
additional lending for private sector investment. 


As 1972 draws to a close, Nalaysia's economic outlook has 
brightened considerably. Production of basic commodities has risen; 
exports of manufactured products have increased; public expenditure 
remains at a high level; and, most important, prices for natural 
rubber, Malaysia's main foreign exchange earner, have moved upward. 
Hore favorable rubber prices could restore economic confidence and 
provide a catalyst for increased domestic investment and a rise in 
consumer demand. 


Sales of U.S. goods to lialaysia in the first half of this year 
were marginally higher than for the same period of 1971 and pros- 
pects for increased sales of both capital and consumer goods to the 
public and private sectors seem excellent. Recent Malaysian efforts 
to attract additional U.S. investment, especially in the electronic 
industry, have met with some success. The government may soon begin 
to emphasize investment opportunities in industries other than elec- 
tronics. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Drop in Trade Surplus 


Malaysia's Minister of Trade and Industry recently noted that 
as exports average about 45 percent of the Gross National Product, 
the country must “export or stagnate." It is no surprise, there- 
fore, that a sluggish export performance in the first half of this 
year has had a dampening effect on the entire economy. 


West Malaysia's trade surplus dropped sharply to $52 million 
for the first half of this year, compared with a surplus of $111.3 
million for the same period of 1971. A decline in export earnings 
of about $16.4 million can be attributed largely to lower prices 
for Malaysia's basic export commodities, especially rubber. The 
average export price for rubber, which in April reached its lowest 
point since 1949, was 14.3 percent lower in the first six months 
of this year than for the same period of last year. The volume of 
rubber exports also declined, with the result that export earnings 
from rubber fell from $263.6 million in the January-June period of 
1971 to $215.4 million this year. Receipts from exports of another 
major commodity, palm oil, were also down due to lower unit value. 
Slight increases in export earnings from tin, sawn timber and manu- 
factured goods could not offset these declines. 


The export picture, however, has brightened considerably in 
recent months. As economic activity in industrial countries has 
picked up, the demand for tne raw materials produced in Malaysia 
has increased and year-end statistics may reflect a more favorable 
trade position for ‘ialaysia than January-June figures would indi- 
cate, Rubver prices, for example, began to recover somewnat in 
May and in recent weeks prices have rebounded upwards. It remains 
to be seen whether the recent rise is a speculatory fluctuation 
or will stabilize with higher rubber prices in the closing months 
of 1972, 


The value of West Malaysia's imports rose in the first half 
of this year when compared with the same period of 1971. Part of 
this rise represented price increases for imported items attribu- 
ted to the appreciation of the Deutsche liark and the Japanese Yen. 


Although dropping slightly in value fromthe previous year, 
major import items continue to be machinery and transport equip- 
ment with a total cost of $189.1 million. Food imports increased 
by about 15 percent over those recorded in the first half of 1971. 








A major commodity was sugar, the import of which was more than 
double last year's figure. This was due to the government's move 
earlier this year to stockpile sugar to forestall any domestic 
shortage of the commodity. 


The Malaysian Government does not seem unduly concerned with 
the rise in imports. It recognizes that it will be necessary to 
purchase large amounts of plant, equipment and machinery if the na- 
tion intends to improve its infrastructure and move toward greater 
industrialization. While it is strengthening efforts to encourage 
export-oriented industries, the government shows no inclination to 
meet its current trade adversities through higher duties or other 


restrictive devices on goods of interest to American exporters, 


The more favorable recent prices for some of the country's 
major export commodities plus some leveling off of imports, should 
assure that Malaysia will maintain its traditional healthy trade 
surplus this year. Whether that surplus will be large enough to 
offset other traditionally unfavorable transactions in the country 
balance of payments account is not yet certain. However, there 
has already been a substantial net inflow of official capital as 
the result of project loans extended to the Malaysian Covernment 
and a market loan in West Germany. Even a slight deficit in the 
country's balance of payments, given Malaysia's strong position in 
foreign exchange reserves, could easily be maintained. 
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Statutory Reserves of banks Increased 


Expansionary fiscal operations by the Federal Government con- 
tinued to gather momentum in the first half of 1972. Current ex-~ 
penditure rose by 16 percent. A significant part of the rise was 
due to government salary increases. 


This increase in pubdlic expenditure, coupled with a large inflow 
of official capital to an economy depressed by poor export perform- 
ance and uncertain about future private investment, contributed to 
a high level of liquidity in the private sector. At the end of 
June bank liquidity was $451.6 million,or 36 percent of total de- 


posits, while the minimum liquidity ratio was only 20 percent. 


As a result, the Central Bank of Malaysia (Bank Negara) became 
concerned tihat such a state of liquidity could develop into a source 
of monetary instability. The bank stated the demand for liquid as- 


sets was so great that most government securities were oversubscribed. 





Thus, effective October 16, the statutory reserve which commercial 
banks hold with the Bank Negara was increased from 5 to 8.5 percent. 


In addition to reducing the high level of liquidity of commer- 
cial banks by absorbing about $54.5 million from Malaysia's banking 
system, the Central Bank hopes the rise in statutory reserves will 
increase the rate of bank lending to the private sector, especially 
for manufacturing and agricultural development. Since the statutory 
reserve carries no interest, the Central Bank reasons that banks in 
lialaysia now have an incentive to increase their loans and advances. 
This is particularly true as the banks were assured that should their 
credits to the private sector rise rapidly in the next few months, 
Bank Wegara would reexamine the situation with a view toward re- 
leasing some of their reserves to then. 


The Malaysian Government has long been urging oommercial banks 
to become more development-minded and change their attitudes, ap- 
proach and lending policies in accordance with the needs of the 
country. In particular, it has stressed that banks should provide 
more unsecured loans to such sectors as agriculture, small business 
and small scale industries, and, in their appraisal of loan propo- 
sitions, to lay less emphasis on the availability of security and 
more on the viability of the projects concerned. The Central Bank, 


therefore, has taken a step it hopes will stimulate more lending 
to development projects. 


Emphasis on Industrialization 


Another concern of the Malaysian Government has been the in- 
creasingly higher prices the country must pay for imported manu- 
factured items while the monetary returns from international sales 
of Malaysia's basic export commodities have remained comparatively 
constant or have fallen. Malaysia, which has prided itself on a 


record of price stability, experienced a considerable rise in re- 


tail prices in the early part of this year. An interim retail 
price index (1967 = 100) registered an increase of nearly 2 per- 
cent. Although other factors, such as a 5 percent sales tax, con- 
tributed to this situation, part of the rise was due to higher 


costs for imported items because of revaluation of the currencies 


of some of Malaysia's major trading partners and inflationary trends 


in many industrialized countries. Import prices rose by an esti- 
mated 10.6 percent during this period. 


The solution to this problem, as seen by the government, is 
increased industrialization, It is envisaged under the Second Ma- 


laysia Plan that the manufacturing sector should expand at an an- 
nual rate of at least 12.5 percent in terms of value, from $428.8 








million in 1970 to $731.8 million in 1975. There is a shift of 
emphasis from import substitution to export-oriented industries, 
and a target has been set for the gross value of manufactured ex- 
ports to grow at an annual rate of 15 percent. It is hoped that 
by 1975 the gross value of exports from the manufacturing sector 
will increase to more than $436.05 million. This increase would 
help to offset a decline in earnings from exports of primary con- 
modities and contribute to a reduction of Malaysia's chronic un- 
employment problem. 


Malaysia's policy of giving priority to industrialization, es- 
pecially export industries, by providing tax incentives and wel- 
coming foreign investment has begun to have some impact on the 
economy. Export value of manufactured goods, machinery and trans- 
port equipment, and miscellaneous manufactured articles for the 
first six months of this year was $31 million higher than for the 
same period last year. A recent survey conducted by the Federal 
Industrial Development Authority revealed about 70 percent of the 
firms contacted reported export business, indicating the increasing 
orientation of the manufacturing sector in Malaysia toward overseas 
markets. 


Restored Confidence 


The recent sharp rise in rubber prices besides adding to Ma- 
laysia's export earnings will probably do much to restore confi- 
dence in the nation's economy. This confidence, coupled with the 
pressure for increased lending activity from the Central Bank, may 
spur additional investment by the private sector. Although a large 
portion of firms covered by the latest industrial trends survey re- 
ported excess capacity, a high percentage indicated an intention 
to increase investment in the coming twelve months, A net percent- 
age of 27 percent indicated plans to spend more on plant and ma- 
chinery and 19 percent reported more spending on buildings. This 
includes a number of U.S. subsidiaries. Consumer demand, which has 
been lagging for the past year, may also revive with the increase 
in rubber prices. 


Despite depressed demand and a drought earlier this year which 
adversely affected agricultural output, overall production in the 
country continued to increase during the first half of 1972. Gov- 
ernment spending, which has helped to sustain the economy during 
a depressed period, will probably continue unabated as many projects 
under the Second Malaysia Plan remain to be implemented. 





This increased economic activity as 1972 draws to a close 
should assure a somewhat better performance than was experienced 
last year. At this point a rise of more than 5 percent in the 
Gross National Product at current market prices for the year as 
a whole (compared with slightly over 4 percent last year) seems 
a reasonable projection. After more than a year of sluggish growth 
the Malaysian economy may be emerging from its doldrums, 


IMPLICATIOUS FOR UNITED STATES 


U.S. Sales to Malaysia Increase 


West Malaysia's imports from the United States (excluding air- 
Craft and military weapons) rose from $39.2 million in the first 
six months of last year to $40.3 million for the same period this 
year. Although this is not a substantial increase and represents 
only 6.3 percent of West Malaysia's total imports for the period, 
prospects for future direct sales to Malaysia, particularly as 
currency adjustments have made U.S. goods more competitive, seem 
excellent, 


Sales to the Malaysian Government, as it continues accelerated 
spending for the Second Malaysian Plan, offer good opportunity for 
many types of products such as communications, airport, road build- 
ing and construction equipment. The Ministry of Finance estimates 
that government purchases this year will total $182 million, of 
which imports will comprise $73 million. The Ministry expects this 
figure to rise in the future in view of allocations being made under 
the Second Malaysia Plan. A Ministry official noted that in pur- 
chases involving large sums, it is more advantageous to buy direct 
from foreign sources. 


The expected rise in private sector investment should bring 
added demand for plant,equipment and machinery. As U.S. investment 
in Malaysia's industrial sector rises, American firms establishing 
in the country should direct the bulk of their plant equipment pur- 
chases toward U.S. sources. The Malaysian Government recently pre- 
pared a draft for pollution control legislation. Once this legis- 
lation is enacted, Malaysia could become a new market for direct 
sales of pollution control equipment. 


New Opportunity for Consumer Goods 


Consumer demand can also be expected to pick up with improved 
economic conditions and with it the demand for U.S. consumer goods. 
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Although the U.S. is generally less competitive in this field, in- 
troduction and sale of U.S. consumer goods and food items, including 
those processed abroad, couldrise due to a recent phenomenon, a 
boom in construction of shopping centers and luxury hotels. In 
Kuala Lumpur fifteen new shopping centers are either under con- 
struction or planned for the coming year as compared with the ex- 
istence of one modern center a year ago. Other urban areas are 
following suit with construction of these complexes. These cen- 
ters cater to the more affluent customers and feature a wide range 
of imported articles, including many U.S. goods. Shoppers come pre- 
pared to pay more for a given item than they would were it avail- 
able in smaller shops. Invariably these complexes contain a large, 
modern supermarket and a sizeable portion of the shelves are stocked 
with foodstuffs imported from the U.S. Sales of canned and pro- 
cessed food can be expected to increase in almost direct proportion 
to the number of new supermarkets that come into existence. New 
hotels competing to offer high quality food in their restaurants 

may also tend to stock a variety of U.S. food items. 


Malaysia Attracts U.S. Investment 


Malaysian efforts to attract U.S. investment, especially in 
the electronics field, have enjoyed success. The Embassy has noted 
that an increasing number of U.S. firms are expressing serious in- 
terest in investing in Malaysia. U.S. companies recently approved 
as applicants for manufacture of electronic component parts in 
Malaysia include: Monsanto, Motorola, Texas Instruments, Hewlett 
Packard and Advanced Micro Devices. In addition, Goodyear is in- 
vesting $15 million in a tire plant. 


Special Incentives for the Electronic Industry Draw To a Close 


As a special incentive for the electronic industry, companies 
in this field can obtain tax relief up to a maximum of 10 years, 
compared with 8 years for other pioneer companies. However, firms 
interested in establishing electronics plants in Malaysia should 
be aware that to qualify for this special incentive their invest- 
ment plans must be approved by the Federal Government prior to 
January 31, 1973. 


The government is shifting its attention to attracting in- 
dustries other than electronics, The Federal Investment Develop- 
ment Authority is now studying the investment potential of such 
industries as furniture, photo equipment, toys, garments, jewelry 
and watches. As with electronics, these industries tend to be 
labor intensive, export-oriented and relatively pollution free. 
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...fast...and accurate! Use the 


“Guide to Foreign Trade Sta- 
tistics--1972” 








guide to 
foreign trade 
statistics: 


1972 


Exports...imports...whatever you wish to know concern- 
ing foreign trade — the “Guide” offers you the most 
convenient way to find the facts. The foreign trade sta- 
tistics program, conducted by the Bureau of the Census, 
involves the compilation and dissemination of thousands 
of facts relating to imports and exports of the United 
States. These statistics are designed to serve the needs of 
both Government and non-Government users who have 
wide ranges of interests and a variety of reasons for re- 
quiring information on foreign trade. The “Guide to 
Foreign Trade Statistics’ includes the listings of data 
presented in many different arrangements and released 
in the form of reports available by subscription and in re- 
ports and machine tabulations, magnetic tapes, and punch 
cards offered for public reference use. Up-to-date reports 
and special tabulations listed show current plans for the 
release of foreign trade statistical data through 1972. 


198 pp. $1.75 
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